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Request for Confidential Treatment and Justification 

Dear 34s. Dortch: 

($4 est Corporation (b'Qmcst") liereb) requests confidential treatment of certain information 
pro\'ided 14 ith the attached ey  p r t e  that responds to questions from the Federal Communications 
Commission's ("Commission" or "FCC") M'ireline Competition Bureau Staff from a 
I;n\ ember 7.2007 meeting concerning thc abo\.e-referenced waiver petition. The attached ex 
p r / c  ("espurre response") is a letter from Philip E. Grate. Director-State and Federal Relations. 
Quest to h4arlene H. Dortch. Secretary. FCC in M'C Docket No. 05-259. 

Phe confidential infoimation includes a reference (on page 4 of the exyarte response) as to the 
approximale \Trite-off amoun~ that QM est will record. belou -the-line. on its regulated books if 
:he Commission grants its petition. effectii e Januar!, 1. 2008. The non-redacted version of the ex 
purte response with the figure included has been marked -'CONFIDENTIAL - NOT FOR 
PtTRLIC INSPECTIOR"'. Qu est requests that the non-redacted. confidential version of this ex 
; w r c  response be 14 ithheld from public inspection. 

Q\\ est considers the coiifidential information referenced in the preceding paragraph (and 
delineated in the non-redacted ersion of die expuiw response -- pertaining to specific financial 
m d  regulator) net book cost data -- to be confidential. This information is confidential financial 
infomiation that is "not r o u ~ i n e l ~  a\  ailable for public inspection.'' As such. Qwest requests 
confidential treatment of this information and is filing a non-redacted version of the submission 
pursuant to both FCC rules 47 C.F.R. $6 0.457(d) and 0.459. Pursuant to Commission rule. 47 
C.F.R. 8 0.459(b). Qwest pro\ ides -justification for the confidential treatment of this information 
in the Appendix to this lener. 
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Qn est is simultaneously submitting. under separate covers. both a non-redacted version of this 
c'X-parre (that is. the response with the confidential information inserted in the text) and a 
redacted \Tersion- with the confidential information omitted. which is marked "REDACTED -- 
FOR PUBLIC INSPECTION". Both the redacted and non-redacted versions of the expurte 
response are being served on Staff of the Commission's Wireline Competition Bureau as 
indicated belou. 

Tncluded nith both the non-redacted and redacted submissions is the same copy of this letter 

Federal Coinmunications Commission. dated November 15. 2007 (except that the markings have 
been adjusted to reflect either the public or confidential version). This confidentiality request/ 
justification contains no confidential information. Only the attached Grate letter contains 
confidential information (on page 3 -- ilzal is. rhe non-redacted version). For the non-redacted 
version. Qmest is submitting an original and one copy. along with a second copy. to be stamped 
and returned to the courier. For the redacted version. Qwest is submitting an original and four 
copies, along n-ith a !ifth ccpy. tn be star?iped and returned to the courier. 

i,,, llL1lll T:. l l x ~ ? h ~ ~  M. Boucher. Co;i;orate CGunse!. Qwest :O Ms. Marlene E. Dortch, Secretary. 

If > ou have an) ques~ions concerning this submission. please call me on 303-383-6608. 

Sincerely. 

s' 'I'imoth~ M. Boucher 

Copy (kia e-imail) to: 
Dana Shaffer (Dai3a.sIiaffe~~,fccc.~0\ 
.Albert Lewis (Albert .lev, islifcc.gcn ) 
Donald Stockdale (Donald.stochdale 2fcc.pox) 
Deena Shetler (Dceimshetler ii fcc.mx ) 
Cindy Spiers (Cind! .spiers ~ ~ C C . L T O ~ )  
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APPENDIX 

Confidentialitv Justification 

QU est requests confidential treatment of certain information provided in its responses to FCC 
M-ireline Competition Bureau Staff questions ("ex parte response"), as appended in the exparte 
l'rom Philip E. Grate. Director-State and Federal Relations. Qwest to Ms. Marlene H. Dortch, 
Cecretarj. Federal Communications Commission. dated Fiovember 16, 2007. This information is 
confide::tia! 6::mciaI infor:::atio;i tha? is not routinely made available for public inspection. 
Such infomiation should be afforded confidential treatment under both 47 C.F.R. 0 0.457(d) and 
3 0.459. 

47 C.F.R. 6 0.457(d) 

Information in the ex parte response is confidential and proprietary to Qwest as "commercial or 
financial infor.nation" under Section 0.457(d). Disclosure of such information to the public 

ould risk rex ealing coinpan) -sensitive proprietary financial infomiation. Therefore, in the 
normal course of Commission practice this information should be considered "Records not 
i.outinely a\ ailable for public inspection." 

47 C.F.R. 4 0.459 

Specific infomiation i n  the espur i~ '  response is also subject to protection under 47 C.F.R. 
b 0.359. as demonstrated helow. 

lnf'om-~ation for \vhich confidential treatment is soucrht 

Quest requests that the confidential information contained in the exparte response (on page 4 -- 
that is. of the non-redacted \ ersion) be treated on a confidential basis under Exemption 4 of the 
Freedom of Information Act. This infomation is competitively sensitive financial information 
uhich Qnest maintains as confidential and is not normallq made available to the public. Release 
of the information could ha\ e a substantial negative competitive impact on Qwest. The 
confidential information is contained in the non-redacted lrersion of Qwest's ex parte, which is 
marLed with the folloxving legend: CONFlDENTIAL - NOT FOR PUBLIC INSPECTION. 

coiiiniission proceeding in  \~hicI i  the information  as submitted 

The information is being submitted I11 [he .4.kurter qf Petirion qf Qwesl Corporation for Waiver of 
,'>cy?l-eciution RcypIufion Purszruiii lo 4 :  C.F.R. f 1.3 - WC Docket No. OS-259. 

Decree to 14 hich the information in question is comniercial or financial. or contains a trade secret 
or is privileeed 
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The financial information designated as confidential is commercial and financial information in 
[he form of detailed financial and regulator) net book cost data. As noted above, the data is 
:onimercially and financiallj -sensitive information uhicli is not nornially released to the public. 
4s such. release could ha1.e a substantial negative competitive impact on Qwest. 

Degree to w%ich the information concerns a service that is subiect to competition: and manner in 
ivhicli disclosure of the information could result in substantial competitive harm 

The type of c~iiipciitjvelj sensitive financial jnforniation in the exparte response umild 
L cenerallj not be subject to routine public inspection under the Commission's rules (47 C.F.R. 
4 0.35?(d)). which demonstrates that the Coinmission already anticipates that the release of this 
kind of information likely would produce competitive h a m .  Qwest confirnis that release of its 
confidential and proprietary iiiforination would cause it competitive hami by allowing its 
competitors to become aware of sensitive proprietary financial information regarding the 
iJperation of Qwest's business. 

Measures taken bv Qw est lo pre\ ent unauthorized disclosure: and a~ailability of the information 
10 the public and extent of any previous disclosure of the information to third parties 

Qn est has treated and treats the infonilation disclosed in its non-redacted expurte as confidential 
and has protected it from public disclosure to parties outside of the company. 

.lustification of the period during ~ h i c l i  @west asserts that the material should not be available 
Tor public disclosure 

Quest cannot determine at Illis time an! date on which this information should not be considered 
confidential or ~ o u l d  become stale for purposes of the current proceeding. except that the 
Information would be handled in conformit! with general Qwest records retention policies. 
Asent an> continuing legal hold on the data. 

Other information that Qwest beliex~es ma\ be useful in assessing uhether its request for 
confidentiality should be eranted 

I 

i nder applicable Comn~ission and cour~ rulings. the information in question should be withheld 
in om public disclosure. Exeniption 3 of the Freedom of Information Act shields inforniation that 
!s i 1 1 commercial or financial in nature: (2) obtained from a person outside go\ eriiment: and (3) 
prii ilcged or confidential. The information in question satisfies this test. 
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Re: In the Matrer of Perition of Qwesl Colporarion.for Waiver of Depreciation 
Regulation Pursuanr I O  .I‘ C.F.R. $1.3 - WC Docket No. 05-259 

Dear h4s. Dortch: 

On No\’ember 7. 2007. Qmest Corporation (“Quest”) representatives met with Dana 
Shaffer. Chief. Wircline Competition Bureau. and various members of her staff to discuss 
@vest‘s petition for waiver of depreciation regulation. During the course of this meeting, 
questions arose concerning the follouhg: (1) whether a grant of the waiver petition would have 
an impact on the rates that Quest charges its customers: ( 2 )  in the event Qwest’s waiver is 
grantcd. what is the practical effect. if any. of the fact that there are currently large differences in 
net book costs for three large plant accounts (i.e . between Qwest’s financial books and its 
regulated books): and (3) \&h> i t  is in the public interest to grant Qwest‘s waiver. Qwest 
addresses these questions in this response. 

Potential Rate Impact 

For the reasons stated belom. Qwest does not anticipate any regulated rate changes as a 
result o f a  grant of its \?,ai\ er. 

M’ith respect to its Ii;terstale rates subject to price cap regulation. Qwest‘s rates are 
201 erned bq the price cap mechanism and are. with few exceptions. not affected by changes in 
depreciation or other expenses. Quest could change its price cap rates as a result of changes in 
deprecialion rates and associated write-offs through exogenous cost changes. a low-end 
adjustment or an above-cap filing. However, with a grant of its waiver petition. Qwest would be 

TJ7S‘K4 Depre ciat ion Order: 
oluntarily cominitting to the following four conditions set forth in the Commission’s 1999 
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Specificall!,. n-e find that such a n-aiver may be approved when an incumbent 
LEC [local exchange carrier]. \.-oluntarily, in conjunction with its request for 
Lvaiver: (1) adjusts the net book costs on its regulatory books to the level 
currently reflected in its financial books by a below-the-line write-off; (2) uses the 
same depreciation factors and rates for both regulatory and financial accounting 
purposes; (3) foregoes the opportunity to seek recovery of the write-off through a 
low-end ad-justment. an exogenous cost adjustment. or an above-cap filing; and 
(4) agrees to submit information concerning its depreciation accounts, including 
forecast additions and retirements for major network accounts and replacement 
plans for digital central offices.' 

Pursuant to the first condition. Qwest isould be required to adjust the net book costs on its 
regulatory books to reflect the iel-el on its financial books through a belon -the-line write-off.' 
Such a write-down might normally be amortized over a number of years and affect a carrier's 
return. possibl) triggering a 1 o ~  -end ad-justment and above-cap filing. However. this is not 
possible under the Commission's uaiver requirements. Nor is it possible for Qwest to recover 
some portion of the lvrite-off through an exogenous cost adjustment. The Commission's third 
*,vaher condition specificall) requires that a price cap LEC seeking a depreciation waiver 
"forgo" the opportunity to seek recol e q  of the write-off through a low-end adjustment. an 
cxogcnous ad-jus~inent. or an abol e-cap filing." Moreover. since Qwest has qualified for pricing 
flexibility. Qnest can. in an: eyent. no longer seek recovery of increased costs tlvough a low- 
end adjustment or an abo\ e-cap f i l ing4 

With regard to new regulated interstate services that have not yet been rolled into price 
cap regulation.' Qwest mould anticipate establishing rates based 011 existing market conditions. 
Costs. including depreciation expense. are only a facror to be considered in establishing price 

hi /he 244ui[e~ of 1998 Birimul K q y i I a ~ ~ r ; ~ .  RcJi*iew -- Rei*iew qf Depreciuiion Requirenqents.for 
Incwmbeiir Locul Exchange Curriers. L'nired Stales Telephone Associuiion 's Pelition.foi- 
Foi.heurunce.fi.om Depreciariori Regulation of Price Cap Local Exchange Caviem* Report and 

342. 3 2 - 5 3  '125 (1 999) ("L'S7'A Depreciutjon Order.") (footnotes omitted). 
1 Order in CC Docket 50. 98-1 37. hclemo~-andum Opinion and Order in ASD 98-91. 15 FCC Rcd 

Id 

Id 

Finall!. Qwest notes that. in the C'ST.4 Dq~eciurion Order.. the Commjssion concluded that 
satisfaction of the four Mail er requirements uas sufficient to "mitigate [its] concerns about the 
ad1 erse impacts that could occur when carriers are given the freedom to select their own 
depreciation liyes and procedures." Id. at 3 7 - 5 8  7 35. 

' Nen services are usuall! rolled into price caps and become subject to price cap regulation 
approximately one year after the! ha\ e been introduced. Additionally. as noted in n.104 of the 
I 'ST4 Depreciutioi? Order. the new sen ices test has been eliminated for all new semices except 
1 oop-based services. 

REDACTED - FOR Pt1BLlC INSPECTION 
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foors. The depreciation rates that Qwest would employ to establish price floors for new services 
would be the same rates that it uses for generally accepted accounting principles ("GAAP") 
purposes. as is required by the Commission's second waiyer condition.' The prices for new 
serlrices are sub-ject to the Commission's tariff reviem process and the Commission has the 
authorit! to reject a tariff if it determines the tariff is unjust and unreasonable, regardless of the 
cause. The Commission's tariff rules thus provide more than adequate protection to guard 
against the possibility that Qwest may employ what the Commission deems to be unreasonable 
depreciation rates to establish price floors for new services. The Commission addressed new 
sen ices in the L'ST.4 Depeciuiion Order-. ,4s described above. the Commission's fourth waiver 
condition requires carriers to continue to provide information on network retirements and 
;i?odcr?iiza~ioi; plans. In thc LSTA Dcpr~ciutiii17 Ordcr. the Commission concluded that, as result 
of this condition. it would have sufficient information to "ensure that carriers have based their 
proposed prices for new services on realistic depreciation factors."' 

Quest has also demonstrated in its prior filings that state law and state regulators control 
5tate rates and that a grant of Qwest's depreciation waiver. in and of itself. should have no 
impact on intrastate rates. Qwest has acknowledged that it is trying to move to one set of 
depreciation rates throughou? its 14-state service are2 and that a number of these states allow 
@\est to use the Commission's depreciation rates. However. even though Qwest may be using 
identical depreciation rates for reponing purposes in some of its states. it is quite clear that the 
states ha\ e adequate authoritj to prescribe LbhateLer depreciation rates that they determine are 
necessary for state ratemaking purposes.x Qwest would hope that state regulators would adopt 
GAAP depreciation rates for state purposes but the? have no obligation to do so. 

Id at 252-53 7 25,  

Id at 259 f 39 A lery s~nall number of Qwest's regulated interstate services have never been 
subjecl to price cap regulation. Some of these services are advanced services sold under Phase I 
Pricing Flexibility and most of these sen ices will be de-tariffed in the event Qwest's pending 
Petition for Forbearance uith respect to broadband sen ices is granted. See In the Mutters of 
Prlilion of A T& T h7c for Foi-hcarunce l'iider 4 7 ZTS. C $ 1601c)j?on7 Tirle 11 and Computer 
inyuiyil Rules M'iih ReJperi IO Its Broadband Service&, Perition of BellSouth Corporation for  
Fol-hearanc e Ciider Section I T1 l' S C' $160 (ci.fion.1 Tirle I1 and Conzputer Inquiry Rules with 
Re.cpecr fo If.1 BrouLJhu~id Seri.ice.5. WC Docket No. 06- 1 25. Memorandum Opinion and Order. 
FCC 07-1 80. rel. Oct. 12. 2007. uppols pending sub 17017~. Ad Hoc 1' FCC. D.C. Cir. No. 07- 
i 426 (and cons cases). Because pricing for these non-price cap services is set in a highly 
competitive en\ ironmcnt. it is not dr i lw by consideration of historical depreciation costs. In any 
C'I ent. for Qwest to change the rates of these services based on changes in depreciation rates, 
@?est uould hale to relrise its existing tariffs. ,4s with tariff filings for new services. such tariff 
revisions uould be sub.ject to the tariff reyiew process and would not take effect until Qwest 
complied with all relevant tariff rules. 
E See Louisiuna Public Seri-ice C'oiiiniisJion 1%. FCC. 476 U.S. 355 (1  986). 

REDACTED - FOR PUBLlC INSPECTION 
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Another conceil able “rate“ concern is that a grant of Qwest‘s waiver might affect 
unbundled netuork elements (YrNE”) ’interconnection rates or universal service high cost 
support. To begin n.ith. I-NE rates are not based on the net plant balances or depreciation 
expense on Q\\est’s books. Instead. they are based on estimates of the cost of a hypothetical and 
ne\+ I! installed network. One of those estimated costs is depreciation expense. However. the 
depreciation used for these rates is not mhat is recorded on a price cap incumbent LEC’s books. 
For UNEs. the depreciation expense used is that determined by a state regulatory commission. 
after consideration of evidence regarding the depreciation expense that a hypothetical. 
completely ne\+ network 11. ould experience. Similarly. universal senice high cost support for 
non-rural price cap incumbent LECs such as Qwest is calculated using forward-looking cost 
riiodcls. In any e-”cnt. the Conii1iissim addressed these issues in the L‘STA Depi-ecialioiz &der 
215 \+ell when it concluded that. as long as carriers continued to provide the information required 
b> the founh maher condition. the Commission would be able to “assure that any increase in 
depreciation expense will not ha\ e a harmful effect on consumers or competition in rates using 
reported costs or forward-looking cost  model^."^ 

In summary, Qwest does not anticipate any regulated rate changes as a result of a grant of 
its waiver. M’aiver mould allow Qwesi to use a single set of depreciation rates -- GAAP rates -- 
that are updated on an annual basis to reflect changes in service lives and other depreciation 
parameters. If a grant of Qmest’s xvaiver results in some unanticjpated rate impacts at some time 
in  the future or any other “unintended consequences.” the Conmission has adequate authority to 
take any action it might deem necessary. 

Account Level l m ~ a c t s  of Write-off Unon Grant of Waiver 

All of the comments i n  the section abo\Je are true despile the fact that. in accomplishing 
the belou-the-line net plant write-off required as a condition of the waiver. there will be: at an 
underlying account-level. a v.~ite-on of net plant in some plant categories and a write-off of net 
plant in other plant categories. Kor does it matter that there are currently large differences in net 
book costs for three large plant accounts. 

As explained abo\ e. the Commission. in the I,:CT4 Depreciurior? Order. determined that 
i t  would be appropriate to grant a wai\!er of its depreciation prescription process for certain price 
cap incumbent LECs when the carrier. oluntarily, in conjunction with its request for waiver. 
agrces to the four conditions outlined on page 2. above. 

If the Commission grants Qwest‘s petition effecti\ e January 1. 2008. Qwest. in 
(atisfaction of the first waiver condition. ~ v i l l  record a below-the-line write-off of approximately 

x x  Begin Confidential””” ”““End Confidential“”” million 011 its regulated books. In 

L’STA D e p x i u t i o n  Order., 15 FCC Rcd at 257 7 34. 

REDACTED - FOR PUBLIC INSPECTION 
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performing this belou -the-line urite-off. some of Qwest’s 34 plant categories will experience a 
ivrite-on of net plant i$-hile others will experience a write-off of net plant.” 

As described above. Qmest does not anticipate any regulated rate changes as a result of a 
grant of its wail er. This conclusion applies equally to cost changes in aggregate and cost 
changes at the plant category level (i.e.. a change in depreciation expense or depreciation reserve 
i n  an! particular plant categor\i as needed to satis@ the waiver conditions -- whether an increase 
or decrease and regardless of the size of the increase or decrease). 

The Public lnterest 

On numerous occasions since the Commission adopted its Deppreciution SimpliJication 
( lrder  in 1993.” the Commission has acknowledged that its depreciation rules are overly- 
complex and that depreciation reform would serve the public interest. The move to simplify the 
depreciation process gained momentum in 1996 when Section 220(b) of the Telecommunications 
i\ct was amended. This change allowed the Commission the discretion to prescribe depreciation 
rates *‘for such carriers as it determines to be appropriate“ rather than requiring the Commission 
:o prescribe depreciation rates. 1: 

I n  the 1999 L’STA Depreciation 0rde.r. the Commission significantly streamlined 
depreciation requirements for price cap carriers while denying USTA’s petition requesting that 
the Cornmission forbear from subjecting price cap LECs to depreciation reg~lation.’~ In 
re-iecting the USTA forbearance petition at that time. the Commission found that “forbearing 
lrom depreciation prescription where the potential result is higher rates is not in the public 
interest ...I4 At 1he same time. the Commission addressed the possibility of price cap carriers 
charging higher rates as a result of exogenous adjustments and above-cap filings and higher 
interconnection and LNE rates. The Commission also established the waiver process that is the 
hasis of Quest‘s petition and lhhich allows price cap LECs to “obtain substantially the same 
regulator\ relief from depreciation requirements [as forbearance] if certain conditions are met.‘”’ 

’ Q\kest has demonstrated. i n  prior uritten filings. the entries it would make to its books in order 
to bring its MR books in line xvith i1s FR books. See Letter to Ms. Marlene H. Dortch, Federal 
Communications Commission. from Mr. E,d Henry. Qwest. WC Docket No. 05-259, dated Dec. 
1.2005. 

‘ 111 the .Wutler c)jSiiii/iIifjculioii of [lie Dqr-rciation Prescr-iprioii Process. CC Docket No. 92- 
296. Report and Order. 73 Rad. Reg. 2d (PBrF) 1275. rel. Oct. 20. 1993. 

47 I1.S.C. Q 22Nb). 
.Si2 Depreuulion Order. 15 FCC Rcd at 243 C; 2. 

’‘ Id at 268-69 ll 63. 

’ Id. at 243 7 2. “Vsing the nai\er process. rather than forbearance from our rules. will provide 
carriers the npportunjt! to free themsel~es of depreciation regulation while providing safeguards 

REDACTED - FOR PUBLIC INSPECTION 
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Qu.est belie1 es that. collectively. these and other prior Commission rulings make clear 
that a grant of its waiver request would serve the public interest of eliminating unnecessary. 
01 er14 complex and costl! depreciation regulation. Indeed. Qwest believes that compliance with 
the four uaiLer conditions set forth in the L'ST.4 Depr*eciation Order ensures that waiver of the 
depreciation rules \ h i l l  be in the public interest and that competitors and consumers will be 
protected from ad\ erse effects. In establishing the waiver criteria the Commjssion essentially 
established the parameters that a price cap LEC. such as Qwest, must meet to demonstrate that a 
uaiver of the depreciation rules is in the public interest." In its waiver petition and in 
cubsequent expurres. Q m  est has shown how it intends to satisfj these requirements upon waiver 
of the Coriiriiissioii's depreciaiioij riles. As such. the CGEII~~SS~GII should find that a grzat of 
Qwest's petition is in the public interest. 

As noted in the L'STA Depr-eciarion Order. any waiver request must also comply with 

This test requires that the Commission find that "special circumstances 
Eection 1.3 of the Commission's rules which allows the Commission to waive its rules if "good 
cause is . . . s1iom-n. 
warrant a delriation from the general rule and such deviation will serve the public interest."'* If 
the ConlmiSSiGii'S aSo1.e four conditions are satisfied. a grant of Qwest's petition will serve the 
public interest. Satisfaction of these conditions along with the fact that Qwest is sub-ject to price 
cap regulation constitute "special circumstances" that warrant waiver of the Commission's 
depreciation rules. The Commission's depreciation rules were established when virtually all 
incumbent LECs uere subject to sonie form of rate-of-return regulation to protect consumers 
from unreasonable rates. Under price cap regulation. they are no longer necessary. These facts. 
logether \\vith the Commission's long-stated goal of completing depreciation reform that would 
cljminate its o\ erl? complex depreciation rules 

..1- 

Qwest's demonstration of the cost and 

against the ad\ erse effects that unrestricted changes i n  depreciation rates could have on 
competition and consumers .-* 

' For exaniple in discussinp the third \%ai\ er requirement. the Commission stated: "If, as a 
condition for obtaining a maix er. an incumbent LEC voluntarily forgoes an) opportunity to assen 
such claims [a low-end adjustment. an exogenous adjustment or an abobe-cap filing] in 
connection n i t h  this ad.justment to its regulatory net book costs. then our concerns would be 
mitigated and me could conclude that a \saiirer of our rules is consistent with the public interest." 
[Emphasis added.] Id. at 254 f 27. 

Id. at 3 2 - 5 2  
I~21TXadio I' FCC'. 418 F.2d 1153 (D.C. Cir. 1969). cert. denied. 409 U.S. 1027 (1972) and 

Zoi ihcastern C'rllulur Telephone ('0 . L P v FC'C. 897 F.2d 1 164. 1 166 (D.C. Cir. 1990). Also 
wc I n  [he Matter 0.f L'nired Stares Telephorie Association Petilion for Wuii,er of Part 32 qf rhe 
( 'ornnii~sion 's Rules. Order, 13 FCC Rcd 21 4 (1 997). 

22: see ulso 47 C.F.R. Q 1.3. 

REDACTED - FOR PUBLIC INSPECTJON 
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burden entailed in coniplTing M ith the Commission's depreciation rules at issue,'g assure that a 
grant of Qwest's waiver mould sene  the public interest. 

This conclusion is not changed by the fact that a grant of Qwest's waiver would also 
require that Qm est adopt Statement of Financial Accounting Standards ("SFAS") 143 in dealing 
with cost of remoi,al. The Commission's above public interest standard was adopted prior to the 
issuance of SFAS I43 and the Conmission's subsequent Order. directing incumbent LECs not to 
adopt SFAS 143.''' Kotably. i n  the latter. the Commission did not find at that time that allowing 
a carrier to adopt SFAS 143 would not be in the public interest. Instead. the Commission found 
that SFAS 143 "would conflict with the Commission's current accounting rules" and notified 
affccted carriers :hst they should not adopt SFAS No. 143 for federal regulatory accounting 
purposes." The Coinniission also stated that implementation of SFAS 143 "could require 
revision of prescribed depreciation rates." . 

11 

Qwesl's proposed waiver request does incorporate the effect of SFAS 143 which Qwest 
adopted for financial reporting purposes as of January 1.2003. Under SFAS 143, the normal 
cost of remoi.al is charged to expense ( i  e.. at the time of removal) while the Part 32 rules 
hasicall! require that the cost of renioval (less the salvage value) be depreciated over the life of 
the equipment. Quest acknomledged this conflict in its waiver petition and requested that the 
C"mmission wah e Sections 322000@)(2)(ii) and 32.3 IOO(c) in order to allow Qwest to adjust 
its regulatory books to agree with its financial books.-' As Qwest notes in its petition, this was 

I- 

I j) See Letter to Ms. Marlene H. Donch. Federal Communications Coinmission from Mr. Philip 

See 111 the *I!arier ($Sioremm ofF;'nunciuI Accounting Stundurds Board, Statemeni of 

1:. Grate. Qwest. WC Docket No. 05-259. dated Sept. 6. 2007. 

Financial .4ccounring Stui7durd.y AY.'o. 133 ,4cc~mnting.fo~ A s ~ e r  Retirement Ohligutions, Order. 
17 FCC Rcd 25552 (2002)("SE4S 133 0rdc.v"). 

Section 32.2OOO(g)(2)(ii) requires companies to account for the cost of asset retirements as part 
of the net sal\Tage estimates included in the calculation of depreciation rates and costs associated 
\vith cost of rem01 a1 are charged to Account 3 1 OO(c). See 47 C.F.R. Q 32.3 I OO(c). Under SFAS 
Yo. 143. the normal cost ofrenioial is charged 10 expense. In addition. to the extent that a legal 
obligation exists to reiiiohe an asset. SFAS KO. 143 requires that the fair value of the obligation 
be capitalized as part of tlic call-) ing \ alue of the asset and depreciated over the remaining life of 
the asset. 

- -  See SFAS 143 Order. 17 FCC Rcd at 25552-53 I' 3.  

Qwest uaiLer petition at 1-3. 9 and Attachment C. Declaration of R. William Johnston. As 
\4r. Johnston states in his declaration. "Quest's proposed waiver request incorporates the effects 
of numerous statements of SFAS and G.4A1' that have not been adopted for federal regulatory 
accounting purposes including SFAS Nos. 142. 143 and 144." Id, at I .  See also. waiver petition 
at .4ttachments I. J and K. Letters from Mr. Ed Henry. Director -Finance. Qwest to Ms. Marlene 
1-1. Dortch, Secretar). Federal Communications Coniniissjon. dated April 12. 2006. June 1. 2006. 
and Oct. 4. 2006. respectivel?. 
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necessar? to satisfy the Commission's first waiver condition (requiring a carrier to adjust the net 
book costs on its regulatoT books to the level currently reflected in its financial books by a 
belolv-the-line \?.rite-off). Also. in order to comply with the second waiver condition (requiring 
that carriers use the same depreciation factors and rates for both regulatory and financial 
accounting purposes). Qlvest must implement SFAS 143 for regulatorjv purposes. 

The fact that SFAS 143 mas released after the Commission adopted the above 
depreciation u ah er requirements in the C'STA Depreciation Order and that the Commission 
ordered incumbent LECs not to adopt SFAS 143 for regulatory accounting purposes should not 
be a concern. The C'ST.4 Depreciurion Oider does not set forth specific Part 32 accounting rules 

grant of a uaiver. Instead. the Coinmission concluded that it would be appropriate to grant a 
uailrer if a price cap LEC satisfied the Commission's waiver standard. 

+h-+ Lllal wculd be wail ect or the speci5c rules that price cap LECs would be required to follow after 

Additionall). in adopting the waiver conditions in its USTA Depreciation Order, the 
Commission was  ell-an are of the possibility that SFAS 143 and other Statements of Financial 
.4ccounting Standards under consideration might be adopted. The fact that the Commission 
established conditions that must be satisfied prior to the grant of a waiver -- rather than 
idelitif) ing specific rules to be naived -- provides sufficient flexibility to accommodate 
continuing changes in GAAP. 

As noted ab@\ e. compliance lvith these conditions also ensures that a waiver is in the 
public interest this is true e\ en if a price cap LEC, such as Qwest. uses SFAS 143 for 
regulator). purposes after 1% ai\ er of all necessary depreciation rules. Furthermore. Qwest 
recent]) demonstrated that. notuithstanding the adoption of SFAS 143. there is no possibility of 
harm to consumers ( 2  e.. aiier grant of Qwest's wai\*er petition) through double recovery of 
costs." .r\ccordingI?. the Conimission should find that Qwest's imple~neiitation of SFAS 143 for 
regulatory accounting purposes is consistent with the public interest because consumers and 
conipetitors will be protected from adverse impacts (i. e.. if the Commission's waiver 
requirements are satisfied) and Qmest 13 i l l  be allowed to further simplify its depreciation and 
accounting procedures. 

Sincerel! . 
I 

, s i  Phil Graie 

24 See Qwest expurte. dated Sept. 6. 2007 at 3-5. 
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